S K Jha & Associates , 2E, Shambhunath Plaza

New Dak Bunglow Road
Chartered Accountants Patna — 800001

Tel- 9431016174
Email: ratendra@yahoo.com

INDEPENDENT AUDITOR’S REPORT

To,
The Members of
HPCL Biofuels Limited

Report on the Financial Statements

We have audited the accompanying standalone financial statements of the HPCL Biofuels
Limited, which comprise the Balance Sheet as at 31st March, 2016 and the Statement of
Profit and Loss and the Cash Flow Statement for the year then ended and a summary of
significant accounting policies and other explanatory information. Our earlier report dated
12" May, 2016 (issued in supersession of our report dated 3" May, 2016, which was
withdrawn, primarily, to accommodate inclusion of report on revised sub-directions issued
under section 143(5) of the Companies Act, 2013) on these financial statements stands
withdrawn for inclusion of our report on Internal Financial Controls under Clause (i) of Sub-
section 3 of Section 143 of the Companies Act, 2013 in accordance with the Guidance Note
on Audit of Internal Financial Controls Over Financial Reporting of the [nstitute of Chartered
Accountants of India and for withdrawing our comments on this matter as contained in
earlier report.

Vlanagement’s Responsibility for the Standalone Financial Statements

The Company’s Board of Directors is responsible for the matters stated in Section 134(5) of
the Companies Act, 2013 (“the Act”) with respect to the preparation of these standalone
financial statements that give a true and fair view of the financial position, financial
performance and cash flows of the Company in accordance with the accounting principles
generally accepted in India, including the Accounting Standards specified under Section 133
of the Act, read with Rule 7 of the Companies(Accounts) Rules, 2014. This responsibility also
includes maintenance of adequate accounting records in accordance with the provisions of
the Act for safeguarding the assets of the Company and for preventing and detecting frauds
and other irregularities; selection and application of appropriate accounting policies; making
judgments and estimates that are reasonable and prudent; and design, implementation and
maintenance of adequate internal financial controls, that were operating effectively for
ensuring the accuracy and completeness of the accounting records, relevant to the
preparation and presentation of the financial statements that give a true and fair view and -
are free from material misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on these standalone financial statements based
on our audit.

We have taken into account the provisions of the Act, the accounting and auditing standards
and matters which are required to be included in the audit report under the provisions of
the Act and the Rules made thereunder.
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We conducted our audit in accordance with the Standards on Auditing specified under
Section 143(10) of the Act. Those Standards require that we comply with ethical
requirements and plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
the disclosures in the financial statements. The procedures selected depend on the auditor’s
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error. In making those risk assessments, the auditor
considers internal financial control relevant to the Company’s preparation of the financial
statements that give a true and fair view in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on
whether the Company has in place an adequate internal financial controls system over
financial reporting and the operating effectiveness of such controls. An audit also includes
evaluating the appropriateness of the accounting policies used and the reasonableness of
the accounting estimates made by the Company’s Directors, as well as evaluating the overall
presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to
provide a basis for our audit opinion on the standalone financial statements.

Opinion

In our opinion and to the best of our information and according to the explanations given to
us, the aforesaid standalone financial statements give the information required by the Act in
the manner so required and give a true and fair view in conformity with the accounting
principles generally accepted in India, of the state of affairs of the Company as at 31st
March, 2016, and its loss and its cash flows for the year ended on that date.

Emphasis of Matter

Your attention is hereby drawn to Note No.- 50 [relating to Provision for Gain/{Loss) on
Inventory Variation] of the financial statements. The reasons of such variations is stated to
be errors in recording of manufacturing details in production records and the same relates
to the period relevant to season 2013-14. However, considering that the said variation has
been disclosed as exceptional item in the statement of profit and loss, our opinion is not
qualified in this matter.

Our test checks of the methods and procedures leading to valuations of consumption of

stores and closing stock of stores have revealed limitations of the electronic records

maintained by the Company in this regard. Also, the Company has not identified slow-
moving/non-moving/obsolete items in stock of stores. Considering these, a provision of Rs.

20,00,000/= has been created by the Company to offset the possible impact [Note No. 50 of

the Financial Statements]. Our opinion is not qualified in this matter.
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Your attention is also hereby drawn to Note No. 58 relating to non-appointment of
independent/women director to the Board of the Company as required by the Companies
Act, 2013. These financial statements have, thus, been reviewed and approved by the Audit
Committee and the Board not constituted as per requirements of the Companies Act, 2013.
Our opinion is not qualified in this matter.

Report on Other Legal and Regulatory Matters

As required by the Companies (Auditor's Report) Order, 2016, issued by the Cenftral
Government of India in terms of section 143 (11) of the Companies Act, 2013 and in terms
of the information and explanations given to us and also on the basis of such checks as we
considered appropriate, we enclose in Annexure-1 a statement on the matters specified in
paragraphs 3 & 4 of the said order.

Our report on matters covered by directions and sub-directions issued by the Comptroller
and Auditor General of India issued under section 143(5) of the Companies Act, 2013, to the
extent applicable, is enclosed in Annexure-2.

As required by section 143(3)(i) of the Act, we enclosed in Annexure-3 our report on matters
contained therein.

As required by Section 143 (3) of the Act, we report that:
(a) We have sought and obtained all the information and explanations which to the best of
our knowledge and belief were necessary for the purposes of our audit.

(b) In our opinion, proper books of account as required by law have been kept by the
Company so far as it appears from our examination of those hooks.

(c) The Balance Sheet, the Statement of Profit and Loss, and the Cash Flow Statement dealt
with in this Report are in agreement with the books of account.

(d) In our opinion, the aforesaid standalone financial statements comply with the
Accounting Standards specified under Section 133 of the Act, read with Rule 7 of the
Companies (Accounts) Rules, 2014.

(e) We have been informed by means of a certificate from the Company Secretary of the
Company that none of the directors is disqualified as on 31st March, 2016 from being
appointed as a director in terms of Section 164 (2) of the Act.

(f) With respect to the other matters to be included in the Auditor’s Report in accordance
with Rule 11 of the Companies (Audit and Auditors) Rules, 2014, in our opinion and to
the best of our information and according to the explanations given to us:

i. The Company has disclosed the impact of pending litigations on its financial
position in its financial statements — Refer Note 53 to the financial statements;

ii. The Company did not have any long-term contracts including derivative contracts
for which there were any material foreseeable losses.
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iii. There were no amounts which were required to be transferred to the Investor
Education and Protection Fund by the Company.

For S K Jha & Associates
Chartered Accountanis

Place of Signature: Patna A “ ™
Date of Report: 27" May, 2016 ' Lo~ gf |
A A L
(CA. RATENDRA KUMAR)
Partner
Membership Number- 075813
E / RO Firm Registration Number-
j& QR ) J 006189C
Kx*g"% d }:i?“
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ANNEXURE-1 TO THE INDEPENDENT AUDITORS' REPORT OF EVEN DATE ON THE
STANDALONE FINANCIAL STATEMENTS OF HPCL BIOFUELS LIMITED:

Report on matters covered under Companies (Auditor's Report) Order, 2016, as referred
to under “Report on Other Legal and Regulatory Matters” paragraph of our report of even
date on standalone financial statements of HPCL Biofuels Limited for the year ended on
31" March, 2016

(i) (a) The company has maintained proper records of fixed assets showing full
particulars including quantitative details and situation of fixed assets.

(b) Physical verification of these fixed assets has been conducted during the year,
the periodicity of which appears reasonable. No material discrepancy was
reportedly noticed on such physical verification.

(c) The title deeds of immovable properties are held in the name of the company.

(ii) Physical verification of inventory has been conducted by the management during the
year, the periodicity of which appears reasonable. Material discrepancies have been
noticed which have been provided for during the year awaiting proper authorization
for its proper dealing in the books of account.

(iii) According to the information and explanation given to us, the company has not
granted any loan, secured or unsecured, to companies, firms or other parties covered
in the register maintained under section 189 of the Companies Act, 2013.

(iv) The Company has not undertaken any transaction in respect of loans, investments,
guarantees, and security whether provisions of section 185 and 186 of the Companies
Act, 2013 are attracted. -

(v) In our opinion and according to the information and explanations given to us, the
company has not accepted any deposits from the public.

{vi) We have broadly reviewed the books of account relating to material, labour and other
items of cost maintained by the company pursuant to the rules made by the Central
Government for the maintenance of cost records under section 148(1) of the
Companies Act, 2013 and we are of the opinion that prima facie the prescribed
accounts and records have been made and maintained.

(vii) (a) On the basis of our examination of the records and according to the information
and explanations given to us, the company is generally regular in depositing
undisputed statutory dues including provident fund, employees’ state insurance,
income-tax, sales tax, service tax, duty of customs, duty of excise, value added
tax, cess and any other statutory dues with appropriate authorities. There is no
arrear of undisputed statutory dues as on the last day of the financial year which
was outstanding for a period of more than 6 months from the date the same
became payable.

(b) According to the information and explanations given to us, the following
amounts have not been deposited on account of any dispute:

Nature of Demand Amount involved Forum where dispute is pending

Disallowance of input 6,98,44,013/= Sales Tax Tribunal, Bihar
tax credit on capital
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goods for 2010-11

Demand of Entry Tax 68,11,732/= Sales Tax Tribunal, Bihar
for 2010-11
(viii) On the basis of our examination of the records and according to the information and

explanations given to us, the company has not defaulted in repayment of loans or
borrowing to a financial institution, bank, government or dues to debenture holders.

(ix) The Company has raised funds by way of term loans, which, on the basis of our our
examination of the records and according to the information and explanations given
to us, were applied for the purposes for which those are raised.

() No fraud by the company or any fraud on the Company by its officers or employees
during the year were either noticed during our checking or were reported to us.

(xi) No managerial remuneration has either been paid or provided during the year.

(xii) The requirements of reporting in respect of Nidhi Companies are not applicable to the
Company.

(xiii) On the basis of our examination of the records and according to the information and

explanations given to us, all transactions with the related parties are in compliance
with section 177 and 188 of Companies Act, 2013 where applicable and the details
have been disclosed in the Financial Statements etc., as required by the applicable
accounting standards.

(xiv) On the basis of our examination of the records and according to the information and
explanations given to us, the company has not made any preferential allotment or
private placement of shares or fully or partly convertible debentures during the year
under review.

(xv) On the basic of our examination of the records and according to the information and
explanations given to us, the company has entered into any non-cash transactions
with directors or persons connected with him.

(xvi) The company is not required to be registered under section 45-1A of the Reserve Bank
of India Act, 1934.

For S K Jha & Associates
Chartered Accountants
Place of Signature: Patna

Date of Report: 27" May, 2016 7
¥\ o, / P k

(CA. RATENDRA KUI\/IAR
Partner

Membership Number- 075813
Firm Registration Number-
006189C
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ANNEXURE-2 TO THE INDEPENDENT AUDITORS' REPORT OF EVEN DATE ON THE
STANDALONE FINANCIAL STATEMENTS OF HPCL BIOFUELS LIMITED:

Report on matters covered by directions and sub-directions of C&AG, to the extent
applicable, as referred to under “Report on Other Legal and Regulatory Matters”
paragraph of our report of even date on standalone financial statements of HPCL Biofuels
Limited for the year ended on 31°' March, 2016

DIRECTIONS U/S 143(5) OF THE COMPANIES ACT 2013

M| Directions Report

No

1 Whether the company has clear title / lease deeds | Yes. ~ We have further been
for freehold and leasehold respectively? If not | informed that the documents

please state the area of freehold and leasehold
fand for which title / lease deeds are not available.

are in the custody of the bank as
security for the Term / WC loan.

2 Whether there.are any cases of waiver / write off
of debts / loans / interest etc; if yes, the reasons | Nil
therefore and amount involved

3 Whether proper records are maintained for
inventories lying with third parties and assets
received as gift / grant(s) from the Govt or other
authorities

Not Applicable

SUB DIRECTIONS U/S 143(5) OF THE COMPANIES ACT 2013.

Sl Sub-Directions Report
No
1 Examine the percentage escalation in | Percentage escalation in total monthly

salary assumed by management for
computation of actuarial liability
against gratuity and other employee
benefits and report whether the same
was reasonable, and source data
provided by the company to the
Actuaries for actuarial valuation were
correct, complete and valid.

salary and average salary, as compared to
previous year, has been mentioned in
actuarial valuation report at +4.44% and
+7.44%  respectively, which  appears
reasonable. Further, the source data
provided by the company to the Actuaries
for actuarial valuation were found correct,
complete and valid.

Place of Signature: Patna
Date of Report: 27" May, 2016

For S KJha & Associates
Chartered Accountants

A j(\fi \\(2 .
(CA. RATENDRA KUMAR)
Partner
Membership Number- 075813
Firm Registration Number-
006189C
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ANNEXURE-3 TO THE INDEPENDENT AUDITOR’S REPORT OF EVEN DATE ON THE
STANDALONE FINANCIAL STATEMENTS OF HPCL BIOFUELS LIMITED:

Report on the Internal Financial Controls under Clause (i) of Sub-section 3 of Section 143
of the Companies Act, 2013 (“the Act”)

We have audited the internal financial controls over financial reporting of HPCL Biofuels
Limited (“the Company”) as of March 31, 2016 in conjunction with our audit of the
standalone financial statements of the Company for the year ended on that date.

Vlanagement’s Responsibility for-Internal Financial Controls

The Company’s management is responsible for establishing and maintaining internal
financial controls based on the internal control over financial reporting criteria established
by the Company considering the essential components of internal control stated in the
Guidance Note on Audit of Internal Financial Controls Qver Financial Reporting issued by the
Institute of Chartered Accountants of India. These responsibilities include the design,
implementation and maintenance of adequate internal financial controls that were
operating effectively for ensuring the orderly and efficient conduct of its business, including
adherence to company’s policies, the safeguarding of its assets, the prevention and
detection of frauds and errors, the accuracy and completeness of the accounting records,
and the timely preparation of reliable financial information, as required under the
Companies Act, 2013.

Auditors’ Responsibility

Our responsibility is to express an opinion on the Company's internal financial controls over
financial reporting based on our audit. We conducted our audit in accordance with the
Guidance Note on Audit of Internal Financial Controls Over Financial Reporting (the .
“Guidance Note”) and the Standards on Auditing, issued by ICAl and deemed to be
prescribed under section 143(10) of the Companies Act, 2013, to the extent applicable to an
audit of internal financial controls, both applicable to an audit of Internal Financial Controls
and, both issued by the Institute of Chartered Accountants of India. Those Standards and
the Guidance Note require that we comply with ethical requirements and plan and perform
the audit to obtain reasonable assurance about whether adequate internal financial controls
over financial reporting was established and maintained and if such controls operated
effectively in all material respects.

Our audit involves performing procedures to obtain audit evidence about the adequacy of
the internal financial controls system over financial reporting and their operating
effectiveness. Our audit of internal financial controls over financial reporting included
obtaining an understanding of internal financial controls over financial reporting, assessing
the risk that a material weakness exists, and testing and evaluating the design and operating
effectiveness of internal control based on the assessed risk. The procedures selected
depend on the auditor’s judgement, including the assessment of the risks of material
misstatement of the financial statements, whether due to fraud or error.
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We believe that the audit evidence we have obtained is sufficient and appropriate to

provide a basis for our qualified audit opinion on the Company’s internal financial controls
system over financial reporting.

Vieaning of Internal Financial Controls over Financial Reporting

A company's internal financial control over financial reporting is a process designed to
provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with generally
accepted accounting principles. A company's internal financial control over financial
reporting includes those policies and procedures that (1) pertain to the maintenance of
records that, in reasonable detail, accurately and fairly reflect the transactions and
dispositions of the assets of the company; (2) provide reasonable assurance that
transactions are recorded as necessary to permit preparation of financial statements in
accordance with generally accepted accounting principles, and that receipts and
expenditures of the company are being made only in accordance with authorizations of
management and directors of the company; and (3) provide reasonable assurance regarding
prevention or timely detection of unauthorized acquisition, use, or disposition of the
company's assets that could have a material effect on the financial statements. ‘

Inherent Limitations of Internal Financial Controls over Financial Reporting

Because of the inherent limitations of internal financial controls over financial reporting,
including the possibility of collusion or improper management override of controls, material
misstatements due to error or fraud may occur and not be detected. Also, projections of any
evaluation of the internal financial controls over financial reporting to future periods are
subject to the risk that the internal financial control over financial reporting may become
inadequate because of changes in conditions, or that the degree of compliance with the
policies or procedures may deteriorate.

Qualified opinion
According to the information and explanations given to us.and based on our audit, the
following material weaknesses have been identified as at March 31, 2016:

a) The Company’s internal control system over maintenance of electronic records for
inventory of stores with regard to their receipts, issue for production, physical
verification and reconciliation with financial books were not operating effectively
which could potentially result in material misstatements in the Company’s
consumption and inventory account balances.

A ‘material weakness’ is a deficiency, or a combination of deficiencies, in internal financial
control over financial reporting, such that there is a reasonable possibility that a material
misstatement of the company's annual or interim financial statements will not be prevented
or detected on a timely basis.

In our opinion, except for the effects/possible effects of the material weaknesses described
above on the achievement of the objectives of the control criteria, the Company has
maintained, in all material respects, adequate internal financial controls over financial
reporting and such internal financial controls over financial reporting were operating
effectively as of March 31, 2016, based on the internal control over financial reporting
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criteria established by the Company considering the essential components of internal
control stated in the Guidance Note on Audit of Internal Financial Controls Over Financial
Reporting issued by the Institute of Chartered Accountants of India.

We have considered the material-weaknesses identified and reported above in determining
the nature, timing, and extent of audit tests applied in our audit of the March 31, 2016
standalone financial statements of the Company, and these material weaknesses do not
affect our opinion on the standalone financial statements of the Company.

For S KJha & Associates
Chartered Accountants

Place of Signature: Patna ' A
Date of Report: 27" May, 2016 /\ - O X ,< J
. D
(CA. RATENDRA KUMAR)

Partner

Membership Number- 075813
Firm Registration Number-
006189C
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HPCL BIOFUELS LTD
Balance Sheet as at 31st March 2016

(Amountin Rs.)

B
@ Particulars NoteNo| A58t 3(1)?:5March As at :;:;March
IEQUITY AND LIABILITIES
Shareholders’ Funds
(a) Share Capital 3 6,251,715,110 6,251,715,110
(b) Reserves & Surplus 4 (4,507,118,412) (4,009,395,058)
(c) Money Received against Share Warrants -
Share Application Money Pending Allotment
Non-Current Liabilities
(a) Long-Term Borrowings 5 3,944,000,000 3,088,018,946
(b) Deferred Tax Liabilities (Net) - -
(c) Other Long Term Liabilities 6 - . -
(d) Long-Term Provisions 7 6,826,641 5,567,767
Current Liabilities
(a) Short-Term Borrowings 8 1,036,688,860 641,832,431
(b) Trade Payables 9 442,979,407 1,003,159,058
(c) Other Current Liabilities 10 942,663,064 993,052,967
(d) Short-Term Provisions 11 173,558 57,703
TOTAL 8,117,928,228 7,974,008,924
I ASSETS
Non-Current Assets
(a) Fixed Assets
(i) Tangible Assets 13 6,155,626,118 6,338,928,333
(ii) Intangible Assets 1,705,753 2,483,437
(iii) Capital Work-in-Progress 12 - -
(iv) Intangible Assets under Development - -
(v) Fixed Assets Held for Sale - -
(b) Non-Current Investments 14 - -
(c) Deferred Tax Assetls (Net) - -
(d) Long-Term Loans & Advances 15T 245,873,368 238,107,012
(e) Other Non-Current Assets 16 - -
Current Assets
(a) Current Investments 17 - -
(b) Inventories 18 1,399,349,682 1,134,806,882
(c) Trade Receivables 19 110,607,656 1,629,372
(d) Cash & Cash Equivalents 20 3,328,437 35,237,101
(e) Short-Term Loans & Advances 21 183,959,141 205,338,714
(f) Other Current Assets 22 17,478,073 17,478,073
TOTAL 8,117,928,228 7,974,008,924

The accompanying notes are Integral Part of the Financial Statements

For S K Jha & Associates
C artered Acz}im ants™

As per our report of even date attached
N CWVMLG ),

L

L

CA Ratendr“?(umar “BRNamdeo J Ramasway
Partner Director Director
Membership No. 075813 —\ . -
jrm's ICAl Reg.No. oomagc w \c“uv /@ézf:ﬁw
b T
Place : Mumbai R Sanl(aran Vinod Nehete Heena Shah
Date : 03/05/2016 Chlef Finance Officer CEO & Manager Company Secretary







